AUDITOR 


GENERAL 


The Accounting Officer 
Sweliendam Municipality 
PO Box 20 
SWELLENDAM 
6470 


9 February 2010 


Reference: 04924 REG20D8/03 


Dear Mr Nel 

Report of the Auditor-General on the financial statements and performance 

information of the Sweliendam Municipality for the year ended 30 June 2009 

1. The above-mentioned report of the Auditor-General is submitted herewith in 
terms of section 21(1) of the Public Audit Act, 2004 (Act No. 25 of 2004} read in 
conjunction with section 188 of the Constitution of the Republic of South Africa, 
1996 and section 126(3} of the Local Government: Municipal Finance 
Management Act, 2003 (Act No. 56 of 2003} (MFMA) 

2. The audit report is issued as a final draft pending our receipt of all other 
documents that will be included in the annual report that will contain the audited 
financial statements is received. 

3. Once these documents are received we will read them to establish if there are 
any inconsistencies with the audited financial statements. You will then be 
requested to amend the other information or the financial statements in respect of 
any inconsistencies. Once this process has been satisfactorily completed we will 
issue the final signed audit report, 

4. In terms of section 121(3} of the MFMA you are required to include the audit 
report in the municipality's annual report to be tabled. 

5. Until the annual report is fabled as required by section 127(2} of the MFMA the 
audit report is not a public document and should therefore be treated as 
confidential. 

6. Prior to printing or copying the annua! report which will include the audit report 
you are required to do the following: 

® Submit the final printer’s proof of the annual report to the relevant Senior 
Manager of the Auditor-General of South Africa for verification of the audit- 
related references in the audit report and for confirmation that the financial 
statements and other information are those documents that have been read 
and audited. Special care should be taken with the page references in your 
report, since an incorrect reference could have audit implications. 

* The signature Auditor-General in the handwriting of the auditor authorised to 
sign the audit report at the end of the hard copy of the audit report should be 
scanned in when preparing to print the report. This signature, as well as the 
place and date of signing and the Auditor-General of South Africa's logo, 


“ Auditor-Genera! Republic ol Soulh Africa www.agsa.co.za 

Private Bag X 1 Cliempel 7442 Doeex340 Tel: +27 (0)21 528 4100 Fax: +27 (0)21 528 4201 


should appear at the end of the report, as in the hard copy that is provided to 
you. The official logo will be made available to you in electronic format. 

7. Please notify the undersigned Senior Manager well in advance of the date on 
which the annual report containing this audit report, will be tabled. 

8. Over and above the normal distribution of your annual report, five (5) copies must 
be submitted to the Auditor-General for attention of Mr. Blackie Swart: 
Parliamentary Manager. 

Delivery address; The Auditor-General of South Africa 

Private Bag XI 

Chempet 

7442 


The Auditor-General of South Africa 
I 51 Floor 

Business Connexion Building, East Block 
Ring Road 
Century City 


9. Your cooperation to ensure that all these requirements are met would be much 
appreciated. 


10. Kindly acknowledge receipt of this letter. 



Enquiries; Ashley Olkers 
Telephone: (021)528 4150 
Fax: (021) 528 4200 

E-mail: ashleyo@agsa.co.za 


REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL 

PARLIAMENT AND THE COUNCIL ON SWELLENDAM MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I was engaged to audit the accompanying financial statements of the Swellendam 
Municipality, which comprise the statement of financial position as at 30 June 2010, and the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and a summary of significant accounting policies and 
other explanatory information, as set out on pages 8 to 27. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Local 
Government: Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) 
(MFMA) and the Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) 

(DoRA), and for such internal control as management determines necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 and 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA), my 
responsibility is to express an opinion on the financial statements based on conducting the 
audit in accordance with the International Standards on Auditing and General Notice 1570 
of 2009, issued in Government Gazette 32758 of 27 November 2009. Because of the 
matters described in the Basis for disclaimer of opinion paragraphs, however, ! was unable 
to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

Trade and other payables 

4. Included in trade and other payables of R16 506 948, as disclosed in note 9 to the financial 
statements, are suspense accounts amounting to R2 703 095 (2009: R3 455 908) for which 
no supporting documentation could be provided. The entity’s records did not permit the 
application of alternative audit procedures regarding trade and other payables. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself as to 
the existence, completeness, valuation and allocation of and obligations pertaining to trade 
and other payables. 

5. Two separate accounts with debit and credit balances, respectively, which are related, were 
not set off, but disclosed separately under receivables and payables resulting in payables 
being overstated by R1 327 714. 


6. Unallocated credits to the amount of R80 970, for which no supporting documentation could 
be provided for audit purposes, is disclosed under trade receivables from exchange 
transactions instead of under trade and other payables. 

7. Payments amounting to R621 237 are included under trade and other payables for the 
2009-10 financial year, while the transactions relate to the 2010-1 1 financial year, resulting 
in trade and other payables being overstated with this amount, 

8. Allowances owed to municipal employees due to an incorrect formula being used during the 
financial year under review in the calculation of the allowances are not recorded as a 
creditor in the accounting records and therefore trade and other payables are understated 
by an amount of R373 263. 

Trade and other receivables from non-exchange transactions 

9. Included under trade and other receivables from non-exchange transactions of R8 580 940, 
as disclosed in note 18 to the financial statements, are suspense accounts amounting to 
R1 984 674 (2009: R1 896 969) for which no supporting documentation could be provided. 
The entity’s records did not permit the application of alternative audit procedures regarding 
accounts receivable. Consequently, I did not obtain all the information and explanations I 
considered necessary to satisfy myself as to the existence of accounts receivable. 

10. As reported in paragraph 5 above, two separate accounts with debit and credit balances, 
respectively, which are related, were not set off, but disclosed separately under receivables 
and payables resulting in receivables being overstated by R1 327 714. 

Investments 

1 1 . An investment of R8 000 000 which was held with a financial institution was withdrawn 
during the financial year under review and the account closed. An amount of R8 432 442 
was received upon withdrawal. Supporting documentation could, however, not be provided 
to confirm the interest earned and to determine if any deposits and/or withdrawals were 
made. The entity’s records did not permit the application of alternative audit procedures 
regarding the investment and consequently I did not obtain sufficient appropriate audit 
evidence to satisfy myself as to the completeness and valuation of the investment amount 
withdrawn. 

Disclaimer of opinion 

1 2. Because of the significance of the matters described in the Basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide 
a basis for an audit opinion. Accordingly, I do not express an opinion on the financial 
statements. 


Emphasis of matters 

1 3. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Events after the reporting date 

14. As disclosed in note 45.1 to the financial statements, the municipal manager was 
suspended from 30 July 2010 following allegations of misconduct. On 28 June 201 1 the 
municipal manager was found not guilty on all charges. 

Restatement of corresponding figures 

15. As disclosed in note 33 to the financial statements, the corresponding figures for 

30 June 2009 have been restated, as a result of errors discovered during 2009-10 financial 
year in the financial statements of the Swellendam Municipality at, and for the year ended, 
30 June 2009. 

Material losses 

16. As disclosed in note 40.5 to the financial statements, the municipality incurred water and 
electricity losses of 290 405 kilo litres and 7 051 254 kilowatts during the year under review, 
which amounted to R265 566 and R2 1 85 1 84, respectively. 

17. As disclosed in notes 17 and 18 to the financial statements, material losses to the amount 
of R5 380 838 and R1 014 532, respectively, were incurred as a result of the write-off of 
irrecoverable service and rate debtors. 

Material underspending of the capital budget 

18. As disclosed in note 39.3 to the financial statements, the municipality has materially 
underspent its capital budget by R59 163 687. As a consequence, the municipality has not 
completed its intended capital projects, mainly in respect of planning and development, 
waste water management and road transport. 

Funding of operations 

19. As disclosed in note 37 to the financial statements unspent conditional government grants 
amount to R40 298 179 while the balance for cash and cash equivalents amounts to 
R37 878 525. The shortfall of R2 419 654 is an indication that conditional government 
grants were utilised to fund operational expenditure. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 


Predetermined objectives 

20. I was unable to conduct the audit of performance against predetermined objectives as the 
municipality did not submit the annual performance report as required by section 46 of the 
Local Government: Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) 
(MSA) and section 121(3)(c) of the MFMA. 

Compliance with laws and regulations 

Strategic planning and performance management 

21 . The municipality did not implement a framework that describes and represents how the 
municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the different role players, as required in terms of regulations 7 and 8 of the 
Municipal Planning and Performance Management Regulations, 2001. 

The municipality does not have documented approved internal policies and procedures to 
address the following processes in the overall performance management system: 

* drafting, adoption, implementation, review and amending of the integrated development 
planning. 

® development and implementation of a framework for managing performance 
management. 

° monitoring, measurement, review and reporting of performance information. 

® setting key performance indicators. 

• setting measurable performance targets. 

22. Key performance indicators and performance targets are not reflected in the integrated 
development plan as required by section 26(i) of the MSA. 

Financial statements and annual report 

23. The accounting officer did not submit the financial statements of the municipality for 
auditing within two months after the end of the financial year, as required by section 
1 26(1 )(a) of the MFMA. 

24. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements 
were identified during the audit. Certain of these were corrected by management and those 
that were not are included in the basis for disclaimer of opinion paragraphs. 

Expenditure management 

25. The accounting officer did not take reasonable steps to prevent unauthorised, irregular and 
fruitless and wasteful expenditure as required by section 62(1)(d) of the MFMA, disclosed in 
note 40 of the financial statements. 


26. The municipality did not institute processes to recover unauthorised, irregular or fruitless 
and wasteful expenditure as disclosed in note 40 to the financial statements from the liable 
persons, as required by section 32{2) of the MFMA. These expenditures were not dealt with 
in terms of section 32 of the MFMA. 

Procurement and contract management 

27. A list of accredited prospective suppliers was not in place for procuring goods and services 
through quotations, as required by Municipal Supply Chain Management Regulations, 

2005, regulation 14{1)(a). 

Revenue management 

28. The municipality does not adhere to its credit control and debt collection policy, which was 
established in terms of section 96(b) of the MSA, since disconnections for the non-payment 
of services received are not taking place on a regular basis and debtors outstanding for 
longer than 90 days are not handed over within the required timeframe. 

Asset management 

29. The municipality did not maintain a proper internal control system over assets, such as 
cash and bank, as required by section 63 of the MFMA in that monthly bank reconciliations 
were not performed and reviewed for the financial year under review. 

Audit committee 

30. The audit committee did not function as required by section 166 of the MFMA, in that: 

e the audit committee did not review the annual financial statements. 

« the audit committee did not respond to the council on any issues raised by the Auditor- 
General in the audit report. 

e the audit committee did not meet at least four times a year. 

Internal audit 

31. The internal audit processes and procedures did not include assessments of the 
functionality of the municipality’s performance management system and whether the 
system complied with the requirements of the MSA as required by regulation 14 of the 
Municipal Planning and Performance Management Regulations, 2001 . 


INTERNAL CONTROL 


32. In accordance with the PAA and in terms of General Notice 1570 of 2009, issued in 
Government Gazette 32758 of 27 November 2009, I considered internal control relevant to 
my audit, but not for the purpose of expressing an opinion on the effectiveness of internal 
control. The matters reported below are limited to the significant deficiencies that resulted in 
the basis for disclaimer of opinion, the findings on the annual performance report and the 
findings on compliance with laws and regulations included in this report. 

Leadership 

33. Leadership did not exercise oversight responsibility over financial reporting and internal 
control. In addition, leadership did not perform a proper review of the financial statements 
prior to submission for audit, resulting in pervasive material errors not being identified and 
corrected in the financial statement disclosures. The inability to appoint competently skilled 
individuals in critical positions in the finance unit furthermore hindered the establishment of 
an effective internal control environment resulting in an over reliance on consultants by the 
municipality to facilitate the preparation of its financial records. This over reliance on the 
outputs by consultants regarding the preparation of the financial statements, without 
interrogating and monitoring such outputs against initially set objectives, added to the 
deficiencies identified in the financial statement disclosures. 

34. Leadership of the municipality did not implement a performance management system in line 
with the requirements of the MSA to facilitate the clarification of roles and responsibilities, to 
guide staff to effectively carry out their duties and to monitor the performance of staff, 

35. Leadership furthermore did not oversee and exercise oversight over compliance with laws 
and regulations, and in particular compliance with the municipal supply chain management 
regulations, to prevent irregular, fruitless and wasteful and unauthorised expenditure. 

36. The accounting officer is responsible for the implementation of a financial management 
improvement plan to address external audit findings and to take the necessary actions to 
mitigate risks and address the fundamental internal control deficiencies at the municipality. 
The accounting officer did, however, not follow through with appropriate actions to address 
the inherent weaknesses identified during the audit process resulting in a repeat of prior 
year audit findings in the current year. 

Financial and performance management 

37. Management and staff do not fulfil their duties and responsibilities which is resultant from 
the lack of leadership oversight mentioned above. Consequently, the monitoring of the key 
financial disciplines in relation to daily transacting, record keeping, monitoring the key 
controls in relation to the daily recording and processing of those transactions and the 
timely performance and review of critical reconciliations in relation to those transactions 
which results in accurate reporting thereof, did not occur. Furthermore the finance unit 
lacks adequate, critical financial management and accounting skills. This impacts the 
municipality’s ability to account for transactions, accurately, completely and in a timely 
manner, resulting in unreliable, inaccurate and incomplete financial records causing the 
disclaimer of audit opinion, as well as pervasive material misstatements corrected. 


Governance 


38. The influence of the audit committee has not been adequate in monitoring the progress 
achieved in relation to the municipality's financial management improvement plan during 
the course of the year. The financial statements submitted for audit were furthermore not 
subject to adequate review by the audit committee, causing it to be subject to pervasive 
material amendments. Management furthermore did not take appropriate steps to 
implement risk management procedures and consequently the risk of not achieving a clean 
audit report was not identified 

OTHER REPORTS 

Investigations 

39. An investigation was performed by the Directorate for Priority Crime Investigation into 
fruitless and wasteful expenditure incurred by the former municipal manager. The 
investigation is still in progress. 


Cape Town 
9 March 2012 



AUD ITOR-OENERAL 
SOUTH AFRICA 


Auditing to build public confidence 


